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SUBJECT: Child Care Facility Credit/50% of Costs for Facilities Serving Low | ncome
Chil dren/Bank Loans Credit/FTB Report to Legislature Upon Request

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit in an anpbunt equal to 50% of qualified
expenditures, not to exceed specified limts, to any taxpayer that pays or incurs
nonetary contributions in excess of $4,000 to a qualified child care facility

|l ocated in California. The bill would provide for the recapture of the credit if
the qualified child care facility was not operated as a child care facility for
60 consecutive nmonths. Various aspects of the credit would be certified by the
Departnment of Social Services (DSS). This bill also would allow the proposed
credit to reduce regular tax below tentative mninmumtax (TM).

Under the B&CTL, for specified loans relating to financing qualified child care
and devel opnent facilities, this bill would allow a credit equal to 50% of the
di fference between the ampunt of interest incone actually received and the anmpbunt
of interest inconme that would have been received had the | oan been nade at one
poi nt above the prinme rate.

This bill would require a report to the Legislature upon request regarding the
total anmpunt of credits clainmed under this provision.

SUWWARY OF AMENDMENT

The May 17, 2000, anendnment added the recapture and certification provisions.
Additionally, the anmendnments nodified the definition of “expand” or *expansion”
to mean the increase of child capacity by at |east 10% over the capacity before
t he expansion. The anendnments al so nade several technical changes.
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The May 17, 2000, anendnments resolve the department’s policy, inplenmentation and
technical concerns outlined in the prior analysis. A new inplenentation concern
is outlined in this analysis.

No changes were made to the “credit for interest incone on child care and
devel opnment facilities.”

EFFECTI VE DATE

This provision wiuld be effective i Mmedi ately upon enactnent and would apply to
taxabl e or inconme years beginning on or after January 1, 2000, and before
January 1, 2005.

SPECI FI C FI NDI NGS

CH LD CARE FACILITY CRED T

Except as noted in this analysis, the analysis of the bill as anended
February 15, 2000 and March 27, 2000, still applies.
This bill would define qualified expenditures to include only nonetary

contributions nade by a qualified taxpayer that do not exceed either $400, 000 for
any single qualified child care facility or $2 million in aggregate contributions
for multiple qualified child care facilities. The $400,000 and $2 mllion

maxi nmuns are cunul ative and include anbunts contributed in prior taxable or

i nconme years. The maxi mum anmounts al so woul d i nclude qualified expenditures nade
by any party related (as described in I RC sections 267, 318 or 707(b)) to the
taxpayer. Prior to the May 17, 2000, anmendnents the bill did not include
relationships with partnerships (I RC 707(b)).

The bill would require the qualified child care provider to provide to the State
DSS and the taxpayer the follow ng information:

A witten plan reflecting the child care provider’s ability to recruit children
fromlowincone famlies and that the facility will be operated as a child care
facility for a mninumof five years.

An agreenent that nonetary contributions received fromaqualified taxpayers wll
be used to construct or expand a child care facility in California.

A receipt for the nonetary contribution received fromthe taxpayer
The child care provider’s taxpayer identification nunber.

An agreenent that the follow ng would be conpleted within one year fromthe
date the taxpayer nade the nmonetary contribution:

The construction or expansi on and comrencenent of operation of the child
care facility.

In the case of a child care facility that is not geographically located in
or wwthin one mle of a lowincome area as defined by the Comrunity

Rei nvest ment Act of 1977, as anended, approval to accept children from
famlies qualifying for child care subsidies.
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The bill would provide that no credit would be allowed for a child care facility
unl ess the DSS certifies the foll ow ng:

Wthin a one-year period fromthe date the taxpayer makes a qualified
expenditure to a qualified child care provider:
That the qualified child care facility is geographically located in or
within one mle of a |owincome area.

That the qualified child care facility began operating as a child care
facility.

The bill requires the DSS:

To certify that the taxpayer’s nonetary contribution was used to construct or
expand a qualified child care facility.

To certify that the qualified child care provider has received approval to
accept children fromlowinconme famlies.

To certify, on an annual basis for six years, that the nunber of nonths the
qualified child care facility operated as a child care facility.

To provide an annual listing to the Franchi se Tax Board of:

Taxpayers maki ng nonetary contri butions during the previous cal endar year,
the taxpayer’s nanme, taxpayer identification nunber, and the date and anount
of monetary contributions nade.

Child care providers receiving nonetary contri butions during the six
proceedi ng cal endar years, the qualified child care provider’ s taxpayer
identification nunber, and the nunber of nmonths the qualified child care
facility was operated as a child care facility.

The i nformati on contained in the DSS certifications.

This bill would define “expand” (for the expansion of a child care facility) to
mean the expandi ng of an existing licensed child care facility that adds new
child care capacity of at |east 10%

This bill would require the taxpayer to recapture the credit if the qualified
child care facility is not operated for 60 consecutive nonths as a child care
facility. The credit would be recaptured in the year the qualified child care
facility ceased operation as a child care facility. Thus, the facility could be
sold and if it remined a child care facility, the credit would not be subject to
recapture. The bill also would suspend the 60-nonth requirenment for any period
during which the child care provider suspends child care services in order to
repl ace the property as a result of an involuntary conversion, as described in

| RC Section 1033(a). Under the |IRC provision, taxpayers generally have up to two
years to replace property compulsorily or involuntarily converted due to
destruction (in whole or in part), theft, seizure, requisition or condemati on.

| npl enent ati on Consi derati on

The DSS woul d be required to certify several itenms concerning the credit.
The DSS woul d not be required to certify the taxpayer’'s “qualified

expendi tures” made to the child care provider and would not be required to
calculate the credit. The DSS only would be required to certify that the
monetary contribution received by the child care provider was used to
construct or expand a child care facility. The DSS al so needs to certify
the taxpayer’s qualified expenditure and the ampbunt of the credit.
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Addi tionally, the DSS woul d not determ ne or certify that the taxpayer would
be required to recapture the credit (due the facility no | onger being
operated as a child care facility). The DSS needs to certify that the

taxpayer’s woul d not be required to recapture the credit.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact department costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are esti mated

as follows:

Esti mat ed Revenue | npact
Taxabl e/ I ncone Years Begi nning On or After January 1, 2000
Enact nent Assuned After June 30, 2000
Fi scal Years
2000-1 2001- 2 2002-3
Facility Credit - $250, 000 - $500, 000 - $500, 000
Interest Income Credit| Negligible M nor M nor
Tot al M nor $1 mllion $1 mllion
Negligible = Loss |l ess than $250, 000.
M nor = Loss |ess than $500, 000.

Thi s anal ysi s does not
personal incone, or gross state product that
nmeasur e.

consi der the possible changes in enpl oynent,
could result fromthis

Tax Revenue Di scussi on

Facility Credit:

The decrease in the revenue | oss estimate fromthe prior analysis is
primarily due to the amendnent that added the recapture provision.

Revenue | osses woul d depend on the ambunt of new cash contributions and
redirected cash contributions of at |east $4,000 per contri butor. For
purposes of this estimate, it is assuned that contributions would be
redi recti ons of ampunts usually given to other charitabl e organizations
that are deductible for income tax purposes or trade or business
expenses for enployers making contributions for the benefit of

enpl oyees.

The nunber of child care centers qualifying under this provision is
projected to be 95% of the total new or expanded non-governnent, for
profit centers in California, i.e., 442 centers in 2000. The growh
rate for centers is projected to increase from4%in 1998 to 8% percent
in 2003 due to factors such as welfare reform increased funding from
the California Departnent of Education, the increasing demand for child
care in California, and the incentive effect of this provision. These
factors were al so considered in the estimate for centers that would
expand existing facilities.
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O the projected 442 new or expanded qualified child care facilities in
2000, it is assuned that 25% or 111 facilities, would receive one cash
contribution averagi ng $5,000. The total projected 2000 contribution
after the 50%credit limtation is $276,000. The 2000 offset is
projected to be $44,000, resulting in a 2000 revenue | oss of $232, 000.

Estimates were devel oped in coordination with child care system and
facility experts at the National Econom c Devel opnent and Law Center and
the California Child Care Resource and Referral Network.

Interest I ncone Credit:

This estimate is provided as a rule of thunb for every $50 million in
annual qualified | oans and assunmes an average |loan termof 7.5 years
with an average di scount rate of 1%

POSI TI ON

Pendi ng.



